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SUBJECT: Zero-Em ssion Vehicle Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTSIMPACT REVENUE. A new revenue estimateis provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
X introduced _February 23, 2000

X FURTHER AMENDMENTS NECESSARY.
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUSANALYSISOFBILL ASINTRODUCED February 23, 2000, STILL APPLIES.
OTHER - See comments below.

SUWVARY OF BI LL

Under the Personal Income Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would provide a credit equal to 50% of the anount paid or
incurred to | ease or purchase a new zero-em ssion vehicle (ZEV). The credit
would be limted to $3,000 per vehicle annually.

This bill also would allow a | essor or seller a credit for each new zero-emssion
vehicle |l eased or sold to a local or state governnent agency or to a tax-exenpt
nonprofit organization. The credit would be equal to either 50% of the total

| ease paynents for a maxi nrum of 36 nonths or 50% of the sales price for a nmaxi mum
period of three years. The sane $3,000 per vehicle annual credit limtation
woul d apply.

SUMVARY OF AMENDMENT

The May 31, 2000, anendnents added the credit for |essors and sellers as

descri bed above. For a lessor or seller to be eligible for the credit, the

| essor or seller would be required to reduce the | ease or purchase price of these
vehi cl es by the anpbunt of the credit and would be required to provide witten
docunentation of that reduction. The credit would apply only to vehicles with
an original |ease or purchase date begi nning between January 1, 2001, and
Decenber 31, 2002.

The amendnents del eted | anguage that woul d have allowed a | essee to nmake an
irrevocable election to allowthe | essor of the vehicle to claimthe credit.

The anendnents al so anended the definition of “zero-em ssion vehicle” both to
require that the vehicle be registered in the State of California and to all ow
previously | eased vehicles that have been substantially upgraded with certain new
technologies to qualify for the credit.
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Finally, the amendnents technically corrected the repeal date by changing it from
Decenber 31, 2005, to Decenber 1, 2006.

The anmendnents resol ved several of the departnent’s policy considerations.
However, it did not resolve all of the considerations discussed in the
department’s analysis of the bill as introduced February 23, 2000. The amendnent
al so rai sed additional policy considerations. As a result, the renaining and new
policy, inplenentation and technical considerations have been included bel ow.

The revenue estimate provided in the departnent’s analysis of the bill as

i ntroduced February 23, 2000, still applies and is included bel ow. Except for
the discussion in this analysis, the departnent’s analysis of the bill as

i ntroduced February 23, 2000, still applies.

Pol i cy Considerations

The bill allows a credit on the "l ease or purchase" paynents nmade during the
36-nmonth qualifying period, but does not specify what portion of those
woul d qualify. For exanple, both | ease and purchase paynents ordinarily
include an interest factor and al so may include insurance, maintenance,
repairs, and extended warranty paynments. The bill should clarify which
items included in the | ease or purchase paynents qualify for the credit.

The bill allows a maxi mumcredit of $3,000 paid per vehicle per year. In
the case of a lease, the credit is available for amounts paid for a maxi mum
period of 36 nonths. In the case of the purchase of a vehicle, both the

sel l er and buyer would be limted to $3,000 in the year of purchase since
the "purchase” of a vehicle is a single event for incone tax purposes,

Wi thout regard to whether the purchase is with cash or via financing. Thus,
to provide an equitable treatnent for parties to both | eases and purchases
of zero-em ssion vehicles, the bill would need to be anended to clearly
authorize the credit for three years in the case of a sale.

The bill allows a credit to the seller or |essor of a zero-em ssion vehicle
sold or leased to a state or |ocal governnent agency or a tax-exenpt
nonprofit organization. It does not provide simlar treatnment for zero-

em ssion vehicles sold or |eased to federal governnent agencies or
instrunentalities. This may violate principles of intergovernnmenta
imunity and | aws that prohibit discrimnation against the federa
gover nment .

| mpl ement ati on Consi derati ons

This bill does not Iimt the nunber of years for the carryover period. The
department would be required to retain the carryover on the tax forns
indefinitely because an unlimted credit carryover period is allowed.
Recent credits have been enacted with a carryover period limtation since
experience shows credits are typically used within eight years of being

ear ned.
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Techni cal Consi derati ons

This bill proposes to add the Zero-Em ssion Vehicle Credit to Sections
17053. 37 of the PITL and 23637 of the B&CTL; however, these sections are
already used by the Credit for Joint Strike Fighter property.

Tax Revenue Esti nmate

The revenue estimate provided is based on the author’s intent to provide a
purchaser or seller of a zero-em ssion vehicle a credit equal to the credit
provided to a taxpayer that | eases a zero-em ssion vehicle.

Based on the data and assunptions bel ow, revenue | osses are estinmated as
foll ows

Revenue | npact of SB 1726
For Original Lease or Purchase
Begi nni ng Between 1/1/01 and 12/31/02
Assumed Enactnment After 6/30/2000
(I'n M11ions)
2000-1 2001- 2 2002- 3
Negl i gi bl e Loss - $3 - $7
?? Negligible Loss = Less Than $250, 000

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncone, or gross state product that could result fromthis proposal.

Tax Revenue Di scussi on

The revenue inpact of this bill would depend upon the nunber of taxpayers
| easi ng or purchasing a new zero-em ssion vehicle, the | ease or purchase
cost of the vehicle, the nunber of vehicles purchased, the nunber of
vehicles a |l essee elects to allow the lessor to take the credit, and the
average credit applied against tax liabilities.

These estimates reflect applied credits in the respective years and are
based on the foll ow ng data and assunptions:

?? The credit would be avail able on 50% of the ampbunt paid or incurred
during the taxable year to | ease or purchase a new zero-em ssion vehicle.

?? The purchase or | ease of qualified vehicles nmust be for use in
California.

?? The nunber of zero-em ssion vehicles projected to be sold or leased is
estimated to be approximately 1,000 for the year 2001 and 5, 000 for 2002.
These estimates were based on information fromthe Air Resources Board
and a menorandum of agreenent between the board and the major auto
i ndustries. By the year 2006, it is estinmated that approxi mately 40, 000
zero-em ssion vehicles will be produced for California by the major auto
i ndustri es.

? Based on information froma study conducted by Southern California
Edi son, approxi mately 83% of zero-em ssion vehicles are | eased and that
government | eases and sal es represent 62% of the universe.

? The average credit for |eased vehicles is estinated to be approxi mately

$2,200 annually for 36 nonths. This is based on information obtained
fromthe Internet regarding various | ease progranms and cost.
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? The average credit for purchased vehicles is estimated to be
approxi mately $2,400 per vehicle per year. This assunmes an average
vehi cl e payment of approxi mately $400 per nonth including principal and
interest. It is assuned that the anpunt paid or incurred during the
taxabl e/i ncome year represents actual paynents made for the purchase or
| ease of the vehicle and not the entire |oan anount if financed.

? Assuned that 10% of vehicles purchased woul d not be financed. For these
i ndi viduals the average credit is estimted to be $3,000 in the year of
pur chase.

? The 2000-01 fiscal year |oss represents approximtely 10% of the | oss
attributable to the 2001 taxabl e/i ncome year. This adjustnment assunes
some taxpayers would revise estinmate paynents to allow for the credit and
takes into consideration both fiscal and cal endar year filers.

In summary, for the first full year of the credit, it is projected that
approxi mately 385 zero-em ssion vehicles would qualify taxpayers for the
credit. The average applied credit is estimated to be approxi mtely $2, 200.

This estimate assunmes that the bill will be anmended to clarify that the
credit is authorized for three years in the case of vehicle purchases which
are financed over nultiple years.

PCSI TI ON

Pendi ng.



